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WEDNESDAY, FEBRUARY 6, 1952 


ConGRress OF THE UNITED States, 
Jornt ComMmirree ON Derense Propucrion, 
Washington, D. C. 

The committee met, pursuant to call, at 3:30 p. m., in room 16, the 
Capitol, Senator Burnet R. Maybank (chairman) presiding. 

Present: Senators Maybank, Fulbright, Robertson, and Capehart; 
and Representatives Brown (vice chairman), Patman, Gamble, and 
Talle. 

Also present: Senators Johnston, Hoey and Smith of North Caro- 
lina; Representatives Davis, Forrester, and Lanham, Georgia; Bry- 
son, Dorn, McMillan, and Riley, South Carolina; Chatham, Cooley, 
Deane, Doughton, Hamilton Jones, Woodrow Jones, and Kerr, North 
Carolina; Robeson, Virginia; Abernethy, Colmer, Rankin, Smith, 
Whitten, Williams, and Winstead, Mississippi; Fisher, Texas; and 
Lane, Massachusetts. 

Vice Chairman Brown (presiding). The committee will come to 
order. The chairman, Senator Maybank, accompanied by Senator 
Fulbright and Senator Capehart, has had to make a trip to the White 
House for a conference with the President with reference to the RFC. 
They had planned to go later during the afternoon, in order to be here 
at this time for this meeting, but the President has just called a few 
minutes ago and asked them to come at this time. They will return 
to this meeting in a very short time. 

This meeting was called in view of the many inquiries and protests 
Senator Maybank and I have received from Members of Congress 
and others regarding Defense Manpower Policy No. 4. 

Concern has been expressed to us about interpretations that might 
be put on this order. We want to be sure that it will not be used to 
bail out an industry that was in economic distress prior to Korea. 

I would not want to see this or any other order used to discrimi- 
nate in any manner against any section of our country. The textile 
industry of the South has built and maintained modern plants; our 
workers are productive, and the industry has flourished. This has not 
been the case in some other sections where absentee ownership is ram- 
pant, and inefliciency and decay of the factories has depressed the in- 
dustry severely. I would not want to see the textile industry of the 
South penalized for being more effective than its counterpart in other 
areas, especially at this time when textiles are in the worst slump in 
the postwar era. 

The first witness this afternoon will be Mr. Arthur S. Flemming, to 
testify relative to placement of procurement contracts in areas of cur- 
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rent or imminent labor surpluses. I will, without objection, place in 
the record at this point Defense Manpower Policy No. 4. 
(The document referred to follows :) 


EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF DEFENSE MOBILIZATION 
DEFENSE MANPOWER POLIcy No. 4 


Subject: Placement of Procurement in Areas of Current or Imminent Labor 
Surplus 


I. INTRODUCTION 


The aim of the mobilization program is to develop and maintain the necessary 
military and economic strength to carry out the policy of the United States 
to oppose acts of aggression and promote peace. As was declared in Defense 
Manpower Policy Statement No. 1, success of the mobilization program requires 
efficient use of all our resources, including manpower as well as facilities. The 
conversion from civilian to military production, unless carefully coordinated, 
would result in dislocations causing serious waste of manpower and facilities 
in many areas, and thereby reducing our defense potential. The overriding 
need is to obtain on schedule the goods and services required for defense. In 
achieving this goal, every effort must be made to hold to a minimum any waste 
of manpower which may result from materials shortages and conversion to 
defense production. 


II. PURPOSE 


The purpose of this Defense Manpower Policy No. 4 is to provide for 
procurement by negotiated contracts and purchases with responsible concerns 
which are in an area of current or imminent labor surplus (including a surplus 
of manpower possessing skills necessary to the fulfillment of Government con- 
tracts and purchases), in cases where the public interest dictates the need for 
doing so in order to achieve the following objectives : 


(a) To coordinate conversion from the civilian to military production ; 

(6) To minimize strains and dislocations in the economy resulting from 
such conversion ; 

(c) To preserve employee skills necessary to the fulfillment of Govern- 
ment contracts and purchases ; 

(d) To maintain productive facilities ; 

(e) To assure utilization of the Nation’s total manpower potential by 
making use of the manpower resources of each area ; and 

(f) To help assure timely delivery of required goods and services by 
locating procurement where the needed manpower and facilities are fully 


available. 
Ill, IMPLEMENTATION 


By virtue of the authority vested in me by Executive Order 10193 and to supple- 
ment the National Manpower Mobilization Policy issued by the President on 
January 17, 1951, and to carry out the purpose set forth above, it is hereby ordered 
that— 

1. There is created a Surplus Manpower Committee. The members of the 
committee shall be appointed by the Chairman of the Manpower Policy Com- 
mittee and shall include representation from the Department of Defense, De- 
partment of Labor, Atomic Energy Commission, Defense Production Adminis- 
tration, General Services Administration, Small Defense Plants Administration, 
and National Production Authority. 

2. The Defense Manpower Administration of the Department of Labor will 
certify to the committee the existence of surplus labor areas under standards 
to be established by the Secretary of Labor. 

3. Upon such certification of surplus labor areas, the committee shall obtain 
from the appropriate manpower and production agencies manpower and facilities 
information which shall include the following: 
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(a) The nature and extent of the labor surplus involved, including the 
availability of skills necessary to the fulfillment of Government contracts 
and purchases, and the need for preserving these skills in the national 
interest ; 

(b) The nature and extent of the facilities involved, including their suit- 
ability and availability for the fulfillment of Government contracts and pur- 
chases, and the need for maintaining these facilities in the national interest. 

4. The committee shall make findings in appropriate cases that— 

(a) There exists an area of current or imminent labor surplus, including 
a surplus of manpower possessing skills necessary to the fulfillment of 
Government contracts; 

(b) There exists in such area facilities suitable and available for the em- 
ployee skills found surplus in (@) ; 

(c) The public interest dictates the need for the negotiation of Govern- 
ment contracts, at reasonable prices, in such area although lower prices 
might otherwise be obtainable elsewhere, in order to achieve the purposes of 
this policy as set forth in II, above; 

(d) Such findings may set forth any other factors which may assist in the 
placement of contracts in such areas including (1) an indication of the dollar 
amount of contracting which is desired to be placed in such area based upon 
the amount and timing of Government needs and (2) a determination of the 
maximum price differential considered appropriate to effectuate paragraph 
4 (c) hereof. 

5. The committee shall report these findings to the Director of Defense 
Mobilization with a recommendation that he notify the Department of Defense 
and the General Services Administration that he has concluded that it is in the 
public interest to give preference to such area in the placement of contracts in 
accordance with the findings of the committee. The recommendations of the 
committee shall be reviewed within the Office of Defense Mobilization to 
determine the relationships of such recommendations to other policies affecting 
procurement for which the Office of Defense Mobilization has responsibility, 
and if there are conflicts, they shall be resolved by the Director. 

6. On receipt of such notification from the Director of Defense Mobilization, 
the Department of Defense and the General Services Administration shall (a) 
determine what procurement contracts can be fulfilled by ultization of the man- 
power skills and facilities described in the committee's surveys and findings: (0b) 
take all practicable steps, consistent with other procurement and military ob- 
jectives, other than price, to locate procurement in the areas covered by the 
committee’s findings; and (c) within a reasonable time, report to the Director 
of Defense Mobilization the steps taken, and furnish any other relevant infor- 
mation requested by him. 

7. After receiving reports in accordance with paragraph 6 (c) above, the 
committee shall request from the appropriate agencies information concerning 
the utilization of manpower in the area involved, and shall report to the Direc- 
tor the effects of the actions taken, with recommendations as to whether it is 
necessary to continue to give preference to such area in the placement of 
contracts. 

8. When the application of this policy would have a major effect on the 
operation of an entire industry, appropriate recommendations shall be made 
to the Director relative to that industry in lieu of recommendations relative 
to specific geographical areas. In such cases, after notice to and hearing of 
interested parties, consideration will be given to a separate certification apply- 
ing to the entire industry. 

9. This Manpower Policy No. 4 shall not be deemed to authorize the payment 
of prices higher than ceiling prices established by the Office of Price Stabiliza- 
tion. 

10. The appropriate departments and agencies shall furnish information and 
assist the committee as necessary to carry out this policy. 

11. This policy shall take effect on February 7, 1952. 

OFFICE OF DEFENSE MOBILIZATION, 
CHARLES E. WiLson, Director. 


Vice Chairman Brown. We have a good many Congressmen here, 
especially from the South, in regard to the textile industry. I will 
recognize the Congressmen later on. 

Is Mr. Flemming here ? 
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Mr. Correa. He isn’t here yet. 

Vice Chairman Brown. Mr. Correa, you are the general counsel of 
the Office of Defense Mobilization, I believe. You proceed until Mr. 
Flemming arrives. 

Mr. Correa. Yes, sir. ; 

Senator Roperrson. The Representatives of the Southern States in- 
terested in cotton and woolen textiles want to know specifically what 
this plan is calculated to do about withdrawing the right to engage 
in competitive bidding and to negotiate contracts, regardless of the 
low bid, placed where somebody in Washington thinks there is more 
unemployment than somewhere else. 

Vice Chairman Brown. I will call Mr. Correa’s attention to that. 
He will cover that fully. 

Mr. Correa. If I may start by reading a letter which we forwarded 
today from Mr. Wilson to Senator Maybank—— 

Mr. Wilson states: 

In view of the interest of your committee in the activities of the mobilization 
agencies. I am forwarding herewith a copy of Defense Manpower Policy No. 4, 
concerning placement of procurement in areas of labor surplus, which was signed 
yesterday. 

As the policy states, it deals with the problem of achieving and maintaining a 
high defense potential through proper utilization of manpower, and minimizing 
waste of manpower which may result from the necessary diversion of materials 
and facilities from civilian to defense production. 

Since the policy is concerned primarily with problems of conversion from 
civilian to military production, the situations to which it applies will in most 
instances be limited to those arising after the Korean attack and the beginning 
of our present mobilization effort. 

The policy is not, and cannot be, designed to cure all the economic ills of 
whole industries which may be in a depressed condition due to many long- 
range factors other than materials shortages and conversion to defense pro- 
duction. For example, it would appear from the information now available 
that the textile and garment industries have historical problems which this 
policy cannot cure. In any such situation, involving major effects on an entire 
industry, no action will be taken until there have been notice to and public 
hearings for all interested parties. The reason for this is that in an industry 
of this type we cannot risk creating more manpower problems than we cure. 
It is expected that if such a case arises a hearing would bring out all con- 
siderations so that such undesirable results can be avoided. 

Among other things, the Congress and the President have charged me with 
responsibility for minimizing strains and dislocations in the economy during the 
conversion from civilian to defense production. I am convinced that it is my 
duty, while obtaining the goods and services required for the defense of our 
country, to attempt to prevent any waste of manpower which can be used to 
increase our defense potential. 

It is signed “Sincerely yours, Charles E. Wilson.” 

This is Mr. Flemming, Mr. Chairman. 

Vice Chairman Brown. Mr. Flemming, we would like to hear from 
you in explanation of this order that has recently been signed by Mr. 
Wilson. 

Mr. Ftemaine. Mr. Chairman and members of the committee, in 
addition to the information that has been presented in the letter which 
has just been read from Mr. Wilson, I would like to make these state- 
ments. 

First of all, the order, as indicated, is an order to facilitate the 
placement of procurement in areas of current or imminent labor sur- 
plus. One of the objectives that the Office of Defense Mobilization 
has in mind is the most intelligent use of our existing manpower 
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resources. It has been our feeling from the very beginning, with 
respect to the manpower aspects of this defense-mobilization program, 
that, if it is possible to put work in an area where there are skills which 
are not now being utilized, the work should be put there instead of in 
an area where the labor market is already very tight. 

I can take as an illustration the city of Detroit and the city of 
San Diego. For example, San Diego is classified as a group 1 area. 
That means that more than 40 percent or more of the production in 
that area is devoted to defense. It also means that, generally speak- 
ing, the demands for labor are in excess of the supply. 

On the other hand, I think we are all aware of the fact that in the 
city of Detroit, as the result of the conversion period that we are going 
through at the present time, there are a war wed ede number of persons 
out of work. Consequently, it has been our feeling that, if possible, 
we should put work on Government contracts in the Detroit area so 
that the manpower skills which are available in that area would be 
utilized in an effective manner. 

This order, which rests back on a communication from the Comp- 
troller General, which was addressed to Mr. Wilson in response to 
inquiries by Mr. Wilson, does make it possible under certain condi- 
tions for work to be placed in the Detroit area, even though it might 
be possible to get the work done at a lower price in a tight-labor-market 
area. 

I would like to explain the procedures which have been set up to 
safeguard the application of this particular policy. 

First of all, this policy specifies that the Department of Labor is 
to be the Department which is responsible for certifying to the Office 
of Defense Mobilization the existence of a surplus-labor area. If 
you have copies of the policy in front of you, that is section 2 under IIL 

The policy also provides for the creation of a Surplus Manpower 
Committee. 

Vice Chairman Brown. Will you pardon me, just a minute. 

Have you enough of these orders to pass around to the members in 
the audience ? 

Mr. Correa. Yes. 

Mr. Fiemminea. Then, in the second place, the policy provides for 
the creation of a Surplus Manpower Committee. Under the policy, 
I am charged with the responsibility of appointing that committee 
with the understanding that there will be representatives on the com- 
mittee from the Department of Defense, the Department of Labor, 
the Atomic Energy Commission, the Defense Production Administra- 
tion, the General Services Administration, Small Defense Plants 
Administration, and the National Production Authority. When an 
area is certified to the Office of Defense Mobilization as a surplus- 
labor area, this committee, to which I have just referred, the Surplus 
Manpower Committee, is charged with the responsibility of obtaining, 
from the appropriate manpower and production agencies, manpower 
and facilities information. The facilities information is to be infor- 
mation which will indicate whether or not, in the particular area in 
question, there are facilities which could be utilized effectively in con- 
nection with the defense-production program or in connection with 
the handling of any other Government contract that might be avail- 
able for placing in the area. 
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If the committee finds that there are manpower skills in the area 
which are not being used effectively and if it also finds that there are 
facilities in the area which could be utilized in connection with de- 
fense production, it then may certify to Mr. Wilson that in its judg- 
ment the public interest dictates the need for the negotiations of 
Government contracts at reasonable prices in such area, although 
lower prices might be obtainable elsewhere. . 

The order also provides that the committee, in making its report 
to Mr. Wilson, might set forth other factors which would assist in 
the placement of contracts in such areas, including an indication of 
the dollar amount of contracting which is desired to be placed in 
such area and also a determination of the maximum price differential 
considered appropriate to carry out the objective of the order. 

When the committee has reported its findings to Mr. Wilson as 
Director of the Office of Defense Mobilization, he may notify the 
Department of Defense and the General Services Administration 
that he has concluded that it is in the public interest to give prefer- 
ence to such area in the placement of contracts in accordance with 
the findings of the committee. 

Then, if he arrives at such a decision and so certifies it to the Secre- 
tary of Defense and the Administrator of the General Services Ad- 
ministration, he will do so with a statement to the effect that they 
shall determine what procurement contracts can be fulfilled by utih- 
zation of the manpower skills and facilities described in the commit- 
tee’s surveys and findings and also that they shall take all practical 
steps consistent with thie procurement or military objectives other 
than price, to locate procurement in the areas covered by the commit- 
tee’s findings and then, within a reasonable time, to report back to him 
as to the actions taken. 

It seems to me section 8 under IIT is an important section. 

Vice Chairman Brown. That is the section that Mr. Wilson’s letter 
refers to. 

Mr. Fiemmine. Yes. It is brief and I will read it. 

When the application of this policy would have a major effect on the operation 
of an entire industry, appropriate recommendations shall be made to the Director 
relative to that industry in lieu of recommendations relative to specific geo- 
graphical areas. In such cases, after notice to and hearing of interested parties, 
consideration will be given to a separate certification applying to the entire 
industry. 

In other words, that section recognizes the fact that, if you just look 
at an isolated area by itself, without regard to what action taken in 
that area might have on a great many other areas throughout the 
country, it would be an unwise procedure. 

Vice Chairman Brown. The people from the textile industry sec- 
tions are very much alarmed about this order, and rightly so. 

I notice in one of the Atlanta papers this statement : 

And Monday, even before the new order was scheduled to go into effect, the 
Quartermaster Procurement Agency awarded contracts for some 15,000,000 yards 
of cotton and nylon webbing chiefly to New England plants. Southern mills re- 
ceived only $395,889 of the business and eastern mills received contracts total- 
ing $1,588,143. 

I think you have two or three times as many mills in the South as you 
have in New England. Can you explain why that was done? 
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Mr. Fiemmina. I know nothing about the awards of the contracts 
referred to in that article, and I do not know what procedure was fol- 
lowed, although I assume that, in all probability, they followed the 
procedure of inviting bids and making the awards on the basis of the 
bids they received. As far as this order is concerned, the Department 
of Defense has not received any certification from Mr. Wilson relative 
to any area or any industry. 

Vice Chairman Brown. The textile industry of the South has not 
made any money during the last few months. They have large in- 
ventories of textile items. Their warehouses are full. They need to 
sell these goods. 

The plants down there are generally more efficient and more up to 
date. Certainly, they ought to be alarmed because some other section 
of the country bid higher. If they bid lower, they are entitled to it. 

Many of the mills down there are on a 3-day week. Some less than 
that. 

Our mills are in the same situation as the New England mills. I 
don’t make any distinction between one section of the country and 
another. I am against any kind of a bill that will give one section of 
the country a favor over another section of the country. 

Mr. Fiemmine. As Mr. Wilson has indicated in his communication 
to Senator Maybank, it wouldn’t make sense for anything to be done 
under this policy which would cure or help to cure or alleviate an un- 
employment situation in one part of the country and create unemploy- 
ment someplace else. That is not the object. 

Vice Chairman Brown. I spoke to Mr. Correa this morning, and 
he said he was going to get a letter from Mr. Wilson to clear that up 
to some extent. It is not satisfactory to me now. 

Senator Ropertson. Under the present Renegotiations Act, can you 
renegotiate a negotiated contract ¢ 

Mr. Correa. Yes, sir. 

Senator Roserrson. Are you sure of that? 

Mr. Correa. Yes, sir. 

Senator Roperrson. In the Renegotiation Act we had after the end 
of World War IT and before we extended the 1948 act negotiated con- 
tracts were not covered. You know for sure now that negotiated con- 
tracts are covered and after you negotiate a contract you can renegoti- 
ate and cut the payment down ? 

Mr. Correa. It is my understanding, Senator, that the limitation in 
the Renegotiation Act is based on a dollar amount and the act covers 
both prime contracts, whether negotiated or by bid, as well as sub- 
contracts. 

Vice Chairman Brown. We have a number of Senators and Con- 
—— with us here whom we will call on after committee members 
1ave an opportunity to ask questions, 

You can still ask for bids under this new order ? 

Mr. Fiemmine. That is correct, Mr. Congressman. When they get 
a certification of this kind, then it puts them in a position where they 
can negotiate contracts if necessary in order to get some work into 
these areas. 

Senator Rorerrson. Will those bids be made public so the tax- 
payers will know when you turned down the low bid what we have to 
pay in order to favor some other sections? 
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Mr. Firemminc. We ought to make this yap clear that if they 
proceed to advertise for bids and proceed to go through the whole 
process of competitive bidding and making awards on the basis of 
competitive bidding the award must still be made to the lower bidder. 
This order does not, and could not, have the effect of changing that 
particular provision of law. 

What this does do, however, to come back to your question, is it does 
put the Department of Defense in a position where, if they get a 
certification under this order relative to a particular area they can 
then, instead of putting it out for competitive bids, negotiate. 

Under the negotiation provisions, as I understand it, proposals are 
received and even where they are negotiating a contract, when they 
get proposals, the contract is usually placed with the person who offers 
to do it for the lowest price. All this would do would put them in a 
position where, under certain conditions, they could make the award 
to someone who had not made the low proposal, but make it in the 
interest of putting work, for example, in Detroit, in order to utilize 
manpower resources. 

Senator Roperrson. Have you any precedent for action of this 
kind¢ Is there any precedent in World War I or IL? 

Mr. Correa. Yes, sir. 

I think I have it right here. Ican read itto you. The War Depart- 
ment did in 1940 put out a regulation to the effect that there would be— 

September 5, 1941, Senator, there was a regulation, an internal 
regulation of the War Department, to the effect that where a com- 
munity or communities or industry or industries are faced with unem- 
ployment because of the shortage of materials resulting from the 
application of a priority, so that such materials could be used by the 
armed services, certain information regarding the situation was to be 
forwarded by the Labor Department. Upon the receipt of that in- 
formation and after investigation by the Office of Production Manage- 
ment, there was a certification to the Secretaries of War and Navy 
that a remedial program be undertaken. 

Such recommendations—and I would like to quote, if I may— 
may include, among other things, to the extent permitted by law, a procedure 
for the armed services negotiating a contract at prices up to 15 percent increase 
above the lowest quotation received or last price paid. 

Senator Ropertson. I understand that it is quite different from this 
proposal. 

Mr. Fuewinc. They are essentially the same. 

Senator Rosertson. That is for reasons of quick delivery or assur- 
ances of meeting specifications in an emergency, they could negotiate 
a contract above what somebody else bid, and after a long lapse of 
time might be able to furnish. 

It is my understanding that we put a specific provision in the 
Defense Production Act of 1950 which was a little different from any- 
thing in the Second War Powers Act or the First War Powers Act 
under which you are now operating. Isn’t that correct ? 

Mr. Correa. If you are referring to the provision about premium 
prices—— 

Senator Rorerrson. What is the authority of law on which you 
rely for this action ! 
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Mr. Correa. These contracts are placed under the Armed Services 
Procurement Act, which, as you know, permits negotiations during 
time of national emergency and when we determined to be in the public 
interest. The authority of Mr. Wilson over procurement stems from 
Executive Order 10193 in which he administers functions on behalf 
of the President, both under the Defense Production Act and under 
other acts. 

Senator Rosertson. Could you cite us the specific authority in the 
Defense Production Act under which Mr. Wilson is now acting? 

Mr. Correa. There is, in section 2 of the Defense Production Act, 
the policy statement that under the present circumstances, this 
task 

Senator Roperrson. Wait a minute. Is that just a preamble or is 
that the law; what you are reading? 

Mr. Correa. That is section 2. It is set forth to give the purposes 
and policies of the act. 

Senator Ropertson. That is declaratory of legislative intent; that 
isn’t actually the law. 

What, in the law, gives Mr. Wilson the right to negotiate a contract 
where he thinks there is unemployment that should be relieved ¢ 

Mr. Correa. The Comptroller General has approved this policy as 
being consistent with the purposes of defense mobilization and the 
Armed Services Procurement Act. 

Mr. FLtemMine. Senator, might I say a word about our World War 
II experience! I happened to be with the Office of Production Man- 
agement and on the War Manpower Commission. The provision to 
which Mr. Correa has referred was used to deal with the identical 
situation that we have in mind now and that is reflected in the Detroit 
picture, for example. We had, for example, a serious unemployment 
situation in Manitowoc, Wis. That was why the first agreement was 
worked out between the old Office of Production Management, which 
was the predecessor of the War Production Board, and the War De- 
partment. 

Senator Rorerrson. Isn't it a fact that the Comptroller General 
ruled, today, that even on advertised bids you could let it to the higher 
bidder without making any reference to the power you are relying on ¢ 
That is the reason I want to know whether it is under the authority 
of the defense agencies or if there is something in the Defense Pro- 
duction Act on which you rely for this specific authority, to negotiate 
a contract at a higher price than somebody else will furnish the item 
for, to pick out areas where you think manpower ought to be utilized 
and channel the business to those areas to apply not only to an acute 
temporary shift-over in the automobile business in Detroit, but pos- 
sibly in the great textile industry all over the Nation. 

Mr. Fiemmina. In order to be perfectly clear on that point, Mr. 
Wilson did address a communication to the Comptroller General and 
raised questions as to the legality of such actions and the Comptroller 
General did reply with a letter which indicated that there is a firm 
legal basis for this particular order. 

Our order does not deal with the problem of making awards after 
competitive bids have been received. Since the Comptroller General 
replied to Mr. Wilson it is true he wrote another letter to General 
Taylor, as I understand it, in which he dealt with that situation. Our 
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interpretation of the latest letter—Mr. Correa can check me on it—is 
where they have advertised for bids, they can, in effect, stop in mid- 
stream and shift from that method of handling it to negotiations. 
But, if they go through with the whole process, if they are going to 
make their awards on the basis of the competitive bids which they 
have received, they must still make the award to the lowest bidder. 

Vice Chairman Brown. Can they accept any bid higher than the 
ceiling ¢ 

Mr. Correa. No, sir. 

Representative GampBie. No. 9 covers that. 

Senator Roserrson. You can accept any bid you want to/ 

Representative Brown. You can change the ceiling. 

Mr. Fiemuinc. Only OPS can do that. 

Vice Chairman Brown. We have three Senators other than commit- 
tee members with us. I will call on the Senators and each Member of 
the House and give them a chance to ask questions. 

Senator Hoey, do you care to ask the witness any questions / 

Senator Hory. Mr. Flemming, I would like to inquire as to what 
method you adopt in determining the surplus-labor area. 

Mr. FieMMinG. Senator, the order provides that the Defense Man- 
power Administration of the Department of Labor will certify to 
the Office of Defense Mobilization the existence of surplus labor areas 
under standards to be established by the Secretary of Labor. 

Those standards have not been formally established by him as yet, 
but, as you probably know, there is a system now of classifying areas 
on the basis of the labor supply situation; that is, group 1, group 2, 
group 3, and group 4. 

Group 4 is an area where there is a serious labor surplus. As 1 
understand it, that is interpreted to mean that 6 percent or more of 
the total work force is out of work. The group 3 area is an area where 
a labor surplus might be regarded as being imminent. Group 1 is a 
tight labor market area where the demand is ahead of the supply. 

Senator Horr. The thing I was especially interested in, in that 
connection, was that in a surplus labor area do you take into con- 
sideration the conditions that arose as to things that happened since 
the Korean war began or just distressed labor conditions in general ¢ 

Mr. Ftemmrnc. Before you came in, Mr, Correa, the general counsel 
read a letter 

Senator Hory. I am familiar with that. How will the Department 
of Labor classify them ¢ 

Mr. Fiemmine. The Department of Labor in classifying them 
simply takes into consideration the factual situation as to how many 
in the labor force are out of work. ‘They do not take into considera- 
tion whether unemployment developed before or after Korea. 

Senator Hory. The reason I ask about that is, I can understand the 
reason for undertaking to help a condition which arose because of 
the allocations or denial of commodities needed and surplus labor 
has accrued, but, if it is due to conditions generally, as, for instance, 
in various industries like the textile industry and furniture industry, 
where conditions may arise because of the general market, I was won- 
dering why the Labor Department would be certifying those con- 
ditions of unemployment. 

Mr. Fitem™ina. The reason there is—let’s take Scranton, Pa. as an 
example of an unemployment situation that developed prior to Korea— 
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If there are skills in such an area that can be utilized in connec- 
tion with the defense production effort, it makes more sense to put 
some work there so those skills will be utilized than it would be to 
put the work in a group 1 area—there are only five of them at the 
present time—where the demand is already in excess of the supply. 
Although unemployment wasn’t brought about by the defense effort, 
the fact is that there are people there with skills that could be utilized. 
If you put defense work there, some of those people would be used. 

I think I should say, as we try to say to everyone, that this is not a 
program that is designed to eliminate unemployment in any of these 
areas, because it just couldn't be done. There isn’t enough defense 
work to make that possible. It is simply a program designed to 
alleviate unemployment. 

I agree with you that the greatest moral obligation, as far as the 
Government is concerned, is in connection with communitfes where 
people have been thrown out of work, because of the conversion from 
nondefense to defense work. Our feeling is that we cannot completely 
ignore the other areas if there are some skills that could be used. 

Senator Hory. Has the Labor Department made a list of the dis- 
tressed labor areas / 

Mr. FiemMinc. No, they have not certified anything to us as yet. 

This is a procedure designed to provide an orderly method for 
handling what we all admit is a very difficult problem and no actions 
have been taken under it as yet. They will not be taken except as this 
procedure is followed. 

Senator Jounston. Isn't it true if you try to put it into a territory 
where it is proven that they cannot meet the competition in that field, 
like the textile field, that vou are really going to create more un- 
employment in the United States than if you let it go to the source 
where the processing can be done? 

Mr. FremMine. That is exactly why Mr. Wilson, in his letter, 
stressed, as I did 

The Crarrman. I don’t want any misunderstanding. I am not 
going to preside here over the liquidation of the textile industry in the 
South. Let there not be any mistake about that. 

Mr. Fremmine. We read Mr. Wilson’s letter before you came in. 
That is why he emphasized that in a situation like that we will take 
a look at the industry as a whole and not solely at the individual 
area. 

The Cuamman. That is under section 8, 

Mr. Fiemmina. That is correct. 

The Cuarmman. When was section 8 put in? 

Mr. Fiemmina. Yesterday, before the order was issued, Senator. 

Senator Jounstron. I want to plainly state that I am not going to 
stay up here in the Senate and let your department over there try to 
keep ins a dying industry in one section of the United States when 
it cannot meet competition from another part of the United States. 

Mr. Fiemmine. The best way I can sum that up is to say, again, 
that it just wouldn’t make sense to alleviate unemployment at one 
spot iad create unemployment at a great many other places. That is 
why we are going to look at it as an industry. 

Senator Smrru. I want to ask if, under the provisions that you 
have set up here, it would not be possible for an agency of the Gov- 
ernment, Fae agency, to purchase, we will say, a hundred dozen 
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sheets in one of the New England textile plants for a higher price than 
you would pay for those sheets in North Carolina or South Carolina. 

Mr. Fiemmine. That does not necessarily follow. 

Senator Smrru. It could follow. 

Mr. Fiem™Minc. Conceivably, it could, assuming that we did not 

take a look at the industry as a whole. 

Senator Smrra. What justifies paying a higher price in an area of 
a surplus labor over a price on a com etitive bid in an area that isn’t 
surplus? What economic law would justify paying a higher price 
where they want the business in a distressed area than paying it to a 
high bidder in an area that is ready to transact business and isn’t a 
distressed area? 

Mr. Fiemine. Assuming that we are dealing with a situation 
where we have a distressed area on the one hand and a nondistressed 
area on the other hand, our feeling is that it does make good sense 
from the standpoint of intelligent utilization of manpower resources 
to do what can be done in an effort to see to it that those idle skills in 
the surplus or distressed areas we are talking about are utilized. 

Senator Smrrn. That isn’t the question I am asking. I asked you 
what was the justification for paying a higher price in those areas 
than in the other areas. 

Mr. Fiemmine. Because we feel that, if you do not, as long as you 
have a large number of people unemployed in that distressed area, 

you have to spend rather large sums of money on unemployment com- 
pensation. In the second place, if you are placing defense work 
and you are deliberately letting that defense work go into areas that 
are already tight, you are creating housing and community facilities 
problems that, in turn, will cost the Government money in the long 
run. 

We have consistently tried to keep the work out of those tight areas 
and get it into surplus areas, so that you do not have this heavy un- 
employment compensation load, and so we do not go through what we 
went through in World War II; namely, jamming work into tight 
areas and giving ourselves serious housing and community fac ‘ilities 
problems. 

Senator Smirnu. I can see the distinction there between placing or- 
ders in a distressed area to utilize manpower. That is one thing we 
may have an argument about, but forgetting that for the moment, 
what is the justification for paying a higher rate for a product in a 
distressed area than you do in an area that is not distressed ? 

Mr. Fiemminc. You cannot forget the manpower factor. Take 
the Detroit situation, because that 1s the most outstanding situation. 

Senator Smrrnu. That is a different situation, 

Mr. Fiemmine. I appreciate that, but it does illustrate the same 
basic problem here. ‘There has been defense work that could have 
gone into the Detroit area, but there is evidence indicating that that 
work didn’t go into the Detroit area because there were some proposals 
or bids made for handling that work in other areas that were lower 
than the proposals from the Detroit area. We feel that the m: inpower 
situation is serious enough so that when that kind of a conflict develops 
you should pay a little more in order to utilize those skills in Detroit 
rather than to complicate your situation someplace else. 

Senator Smiru. Then you would think you would be justified in 
paying a higher price for sheets manufactured in Massachusetts, say, 
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than you would for sheets manufactured in North or South Carolina. 

Mr. Fiemmrnc. I don’t want to appear to evade that hypothetical 
question and I know you are particularly interested in that problem, 
but in all frankness and fairness, I want to say to this committee just 
what we said to newspaper representatives yesterday. We have de- 
liberately put this section 8 in so, if a problem arises here which 
affects, for example, the entire textile industry, we will not arrive at 
any conclusions regarding the best way to handle it until there has been 
notice to all interested parties and until there have been hearings 
and we have a full and complete understanding of what the impact 
will be. When we have that understanding, it is conceivable we might 
or might not agree with you, but I do not think in fairness to the 
Office of Defense Mobilization and Mr. Wilson that I should state 
conclusions without having the facts in front of me. 

Senator Sarru. I asked for the answer to a simple question: If 
there is any reason to pay more for sheets bought in Massachusetts 
than for those bought in another area ¢ 

I am eliminating, for the present, the use of manpower. That is 
part of the problem, but why should you pay a higher price for the 
product in a distressed area ? 

Mr. Fiemmine. If you eliminate the need for using manpower 
intelligently, then I would say there isn’t a reason, but because of 
the conviction on our part that we should utilize manpower more 
effectively, this kind of a procedure has been set up. 

Senator Smrru. The greater the supply of labor in an area the 
higher the price you pay. Isnt that contrary to every economic law 
you know ¢ 

Mr. FiemMine. I get your point, but I think the thing that we 
have to keep in mind is: In your question you stated “putting aside 
the question of the use of manpower.” We feel that we cannot put 
that aside. We have to take that into consideration. 

Vice Chairman Brown. Pardon me just a minute. We have a ware- 
house in our State, let us say, that is full of textile items. The Gov- 
ernment needs them. Why shouldn't they buy them if they can get 
them as cheaply as in Massachusetts ? 

Mr. Fiemuine. That may be a sound conclusion. 

Vice Chairman Brown. That is the situation all over the South 
today. The warehouses are full of textile items the Government can 
use. Why not make a contract with them if they sell them just as 
cheaply as they do in Massachusetts, regardless of labor? 

Mr. Fieminc. That is one of the factors that has to be taken into 
consideration. I will be perfectly frank. I know there are cities 
that will be certified to us by the Department of Labor as distressed 
areas or surplus labor areas in which the textile industry is the 
dominating industry. So I know that I am not setting forth a hypo- 
thetical situation when I state that it will be necessary for us to 
consider the textile industry under section 8 of this order. 

We are not going to do this in an isolated manner. We will not 
just look at one city where the textile industry is the dominating 
industry, We will look at the whole industry. 

The Cuarmman. I read the order very carefully and I talked to 
Mr. Correa this morning. It goes farther than textiles. It can go 
into steel if it came to be in excess supply. It can go into anything. 

Mr. FiemMine. You are correct. 
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The Cuarrman. That is what I want the press to understand, that 
I didn’t call this meeting principally because of textiles. Very 
frankly, I admit the fact that that is a big industry in my State. 
That is an industry I would do anything on earth for. This can hit 
anybody in Idaho, or California, or anywhere else. I want the people 
to understand that. 

Mr. Fiemaine. The thing that starts the machinery rolling here 
is a certification that a particular area is a labor surplus area. 

Senator Carenarr. A certain town or area is declared to be a surplus 
manpower area. What are you going to do 

Mr. Fiemnine. As I indicated prior to the time that you came in, 
the next step after certification comes from the Department of La- 
bor 

Senator Carruarr. Yes. 

Mr. Fiemine. The next step is that that certification is to be con- 
sidered by this interagency Surplus Manpower Committee. They are 
to call for information not only relative to the labor situation in that 
area, but also relative to the availability of facilities for the placement 
of defense contracts. When they get that information 

The Cuarmman. The Defense Production Act makes possible certain 
defense areas to receive certain allocations of steel, aluminum. That 
created the situation in certain places. 

Defense contracts can only be placed in accord with the Defense 
Production Act; is that correct ? 

Mr. Fiemoine. That is correct. 

Senator Carrnarr. Let’s take Connersville, Ind. We can take any 
town in the United States. Let’s say there are a thousand men out 
of work. You certify that there are a thousand men out of work. 
Then tell us exactly what you are going to do, 

Mr. Fiemmine. The Department of Labor might not certify it. 
The group 4 areas are areas where you have 6 percent or more of the 
people out of work. Let’s assume, however, the Connersville has 








been certified. 

Senator Carenarr. Let’s take Connersville as coming within the 
purview of your order. 

Mr. FtemMinc. Then it comes to the interagency committee. They 
determine whether there are facilities in that area that might be used 
for defense production work or Government contracts. Having ob- 
tained that information and having arrived at the conclusion that 
there is this surplus manpower and that there are facilities which could 
be utilized in connection with defense work, they then certify that 
area to Mr. Wilson. In certifying it, they may specify that the public 
interest dictates the need for the negotiation of Government contracts 
at reasonable prices in this area in Indiana, although lower bids 
might be obtainable elsewhere. Then there is another section in the 
order which provides they can set up a maximum price differential, 
which might be 5, or 10, or 15 percent, as it was in World War II. 

Then that recommendation having been made to Mr. Wilson, it is 
up to him to pass on it and to determine whether or not he is going 
to certify to the Secretary of Defense and to the Administrator of 
General Services Administration that it is in the public interest to 
give preference to such areas in the placement of contracts in aecord- 
ance with the findings. 














DEFENSE PRODUCTION ACT 913 


If Mr. Wilson makes that certification to the Secretary of Defense, 
then the Secretary of Defense is to take all practical steps consistent 
with other procurement and military objectives to place additional 
work in the area. We do not maintain for a minute that the man- 
power factor can be the over-riding factor in every instance. There 
are situations where military objectives would dictate it should not 
be, but where those conditions do not exist, they will proceed to put 
work in this particular area, provided they receive proposals within 
the maximum price differential set in the order. 

Senator Carenarr. What they do is take the business away from 
some other town and place it in this town. 

Mr. Fitemmina. Clearly, it would. 

Senator Carpenarr. Then the other town that they take it away 
from has unemployment and then you go back and do the same thing 
all over again. 

Mr. FLtemminc. Before you came in we tried to point out the fact 
that we felt that that kind of a situation would mean that we should 
take a look at it from an industry basis and not an area basis, because 
it wouldn’t make sense to alleviate unemployment in a community in 
Indiana and create unemployment in other communities. 

Senator Carenarr. This comes about because of an X number of 
men out of work in Detroit. 

Mr. Fitemmine. That is one of our most serious situations. 

Senator Careuart. The automobile companies have billions of 
dollars’ worth of war orders. Some of these days they will get into 
production on them. When they do, they will need the manpower 
that is now out of work. How are you going to handle that situation ? 

You are going to pile more orders upon orders, so that when they 
get into production on these war orders, aren’t you going to have a 
shortage of labor? 

Mr. Ftemmine. Senator, section 7 of this order is directed right to 
that point because it is a very important point. It reads as follows: 

The Committee shall report to the Director the effect of actions taken with 
recommendations as to whether it is necessary to continue to give preference 
to such area in the placement of contracts. 

Clearly, it wouldn’t make sense to have so many contracts put 
in Detroit, for example, as to throw it over into a No. 1 area. 

Senator Carenart. Is that one of your problems? 

Mr. Ftemmaine. It is, and has to be watched very carefully. 

Senator Carenarr. Why is it necessary if these towns and these 
businesses are down and their people are unemployed, to give them 
a higher price than you give somebody else? It seems to me that 
they would be happy to get the business even on an equal price basis 
with somebody else. 

Mr. Fitemmine. That was the same question that Senator Smit! 
addressed to me, but the fact of the matter is that the evidence indi- 
cates pretty clearly that work, for example, which might otherwise 
have gone into Detroit, did not go there because either the bids or 
the proposals received from elsewhere were lower. 

Senator Carenarr. We have so many men in the United States and 
so much material and as long as those materials are being fabricated 
and cut down, aren’t you employing just as many people as you would 
if you shuffled them around from place to place ' 
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Mr. Fiemminc. Probably so. 

_ Senator Carenarr. I mean, aren’t you just going to cure the situa- 
tion here, create a bad one here, cure one here, create a bad one here ? 

Mr. Fiemmine. Except for this: We had a bad situation in World 
War II where it was necessary for the people to migrate from certain 
communities to other communities where there were no housing or 
community facilities available. We had some rather scandalous sit- 
uations on our hands in World War IT. 

We are trying to handle the manpower situation this time so as to 
avoid those situations and so as to avoid putting those tremendous 
loads, from a housing and community facilities point of view, on 
certain communities, 

The Carman. The vice chairman has called my attention to the 
fact that there are very distinguished Congressmen here who probably 
would want to ask some questions. I will turn the gavel over to him 
and have him recognize them. 

Vice Chairman Brown. Mr. Doughton, would you mind coming 
around and asking questions ? 

Representative Doveuron. I don’t think I have any. 

Vice Chairman Brown. Judge Kerr. 

Representative Kerr. I don’t care to ask questions. I am glad to be 
here and hear this discussion. 

Vice Chairman Brown. Mr. see 5 

Representative Cooter. I would like to say that Mr. Doughton 
called two meetings of our North Carolina delegation and we have 
discussed this matter at great length with the gentleman now testify- 
ing. I think, since Senator Smith and Senator Hoey both attended our 
delegation meetings, they will give you the benefit of what developed 
at the meetings held yesterday and today. 

Vice Chairman Brown. I will call on one of the most noted indus- 
trialists in the South, Mr. Chatham. 

Representative CuarnHam. I would like to ask Mr. Flemming this: 
I have a release here that came out of the Labor Department yester- 
day afternoon. I believe you were the spokesman because it talks 
about Mr. Flemming saying something further. 

Mr. Ftemminc. We had a press conference. 

Representative CHatHam. I would like to read this, if I may: 

A Labor Department spokesman said Secretary Tobin's Office of Defense Man- 
power already is at work drawing up the criteria by which Tobin will certify 
the surplus-labor areas. 

These will be drawn from the list of 23 areas of substantial labor surplus as 
designated by the Bureau of Employment Security each month. Whether all 23 
of these cities or only a few of them will be certified has not been decided. 

The list includes such cities as Detroit ; Providence, R. I.; Scranton and Wilkes- 
Barre-Hazelton, Pa.; and several New England textile centers. 

Other cities classified as having substantial unemployment or labor surplus, 
are: Brockton, Fall River, Lawrence, and Lowell, Mass.; Manchester, N. H.; 
New York City; Atlantic City, N. J.; Altoona, Pottsville, and Uniontown-Con- 
nelisville, Pa.; Asheville, N. C.; Cumberland, Md.; Flint and Grand Rapids, 
Mich.; Terre Haute and Vincennes, Ind.; Crab Orchard, Ill.; Beaumont-Port 
Arthur, Tex. ; and Laredo, Tex. 

Spokesman said the criteria for picking cities for help will be reached in a day 
or so and the department wil) try to move rapidly in getting the certifications to 
the committee. 

Flemming said his committee will be set up within a week or so. Flemming, 
who is chairman of Wilson’s Manpower Policy Committee, will appoint to the 
new body representatives of the Defense and Labor Departments, Atomic Energy 
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Commission, Defense Production Administration, General Services Administra- 
tion, Small Defense Plants Administration, and National Production Authority. 

The Military and the General Services Administration, which are the Gov- 
ernment’s main procurement agencies, were instructed to “take all practicable 
steps consistent with other procurement and military objectives, other than 
price,” to locate contracts in the areas designated.” 

Certainly the New England textile areas and the furniture areas of 
Grand Rapids are not going to make automobiles or things of that 
nature, so it would have to be textiles or furniture, I take it from that 
release. 

Mr. Fiemmrine. The part you have underlined and stressed is taken 
out of section 6 of the order, namely that the Department of Defense 
and the General Services Administration are to be instructed to do 
those things that you just indicated only when they have received a 
certification from Mr. Wilson relative to a specific area. It is not a 
general order. 

Representative Cuarnam. I feel certain those areas will be des- 
ignated. 

Mr. Ftemminea. Those are the ones that the Department of Labor 
will have to take a look at first and undoubtedly many of them will 
be certified. 

Representative Cuarnam. Then it says: 

The military and the General Services Administration, which are the Govern- 
ment’s main procurement agencies, were instructed to “take all practicable steps 
consistent with other procurements and military objectives, other than price,” to 
locate contracts in the areas designated. 

I think they will have to do it. 

Mr. Ftemoinc. There is an intervening step there which that leaves 
out. The intervening step is that, when that certification is made to 
the Office of Defense Mobilization, then the interagency committee 
which is referred to, goes into the matter to determine, among other 
things, whether there are facilities in the area that can be used for 
defense production work, and it is only where they find that those 
facilities do exist that they would make a recommendation to Mr. 
Wilson or that Mr. Wilson would certify it to the Department of 
Defense. 

Representative Cuaruam. The facilities are in every one of these 
areas—textiles and furniture, garments in New York City, which is 
the great garment center, which has moved out to the Southwest and 
the coast. Boots and shoes, which has moved to St. Louis and Indiana. 
They came out of Brockton. I believe you must have mentioned these. 

Mr. Fiemminea. That listing is a correct one. 

Vice Chairman Brown. South Carolina has a garment industry. 

Representative CuarHam. Yes, sir. So does North Carolina. 

I wonder if it won’t be mandatory to the Department of Defense to 
take all practical steps. 

Mr. Fiemmina. It is mandatory for them to do that consistent with 
military and other objectives. 

Representative CuarnHam. Other than price. 

Mr. Firemmine. Within the maximum price differential set, which 
might be 5 or 10 or 15 percent, depending on the situation. They 
cannot go haywire from a price point of view. 

Representative Cuaruam. The procurement agencies will have or- 
ders to channel these things into these areas, including textiles and 
furniture. 
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Mr. Fiemminc. May I again stress the fact that, when you get into 
textiles, there isn’t a question but that that will come under section 8 
and the matter will be looked at from an industry-wide point of view 
rather than an area point of view. 

Representative CuarHam. What is a major effect? Is a million- 
dollar contract a major effect? A ten-million dollar contract a major 
effect ¢ 

I wouldn’t be worried if it said “effect,” but it says “major effect.” 

Mr. Fitemmine. That will be given a reasonable interpretation. 

Vice Chairman Brown. Mr. Deane. 

Representative Deans. The President’s Executive Order 10193 was 
smell under what authority, what law? Was it issued under the 
Armed Services Procurement Act or the Defense Production Act ? 

Mr. Correa. It is under the Defense Production Act. 

The Cuarrman. What section of the Defense Production Act ? 

Mr. Correa. It is the whole act. It is the entire act. 10193 sets up 
the Office of Defense Mobilization. 

The Cuarrman. That sets up the organization of ODM, itself. 

Mr. Correa. Yes, sir. It provides for coordination of all mobiliza- 
tion activities. 

Vice Chairman Brown. Mr. Hamilton Jones, do you care to ask 
questions ¢ 

Representative Hamuron Jones. We considered this matter in our 
delegation meeting. I cannot see justification for it at all. It just 
regiments the industries of the country and gives the Government the 
power to contract at one price in one area and at a higher price in 
another area. 

Vice Chairman Brown. Mr. Bryson. 

Representative Bryson. Mr. Chairman, I wanted to be here and I 
realize that time is of the essence. Most of the pertinent questions have 
been asked. 

Since I have the privilege of speaking for the largest textile-pro- 
ducing section in the country, I am gravely concerned about this. 
I haven't seen a copy of the order until this moment and it doesn’t 
make any sense to me where we have literally millions of yards of 
textiles already manufactured, according to Government specifica- 
tions, to allow them to rot and mold in warehouses and at the same 
time go to other areas. Most of these areas are up in the North. 
Very few southern areas have indicated that they hove unemploy- 
ment. One wonders why this unemployment. Was it brought on due 
to neglect of industrial management or was it precipitated by reason 
of strikes? 

We have the goods and are ready to deliver them to the Government 
on a competitive basis. It wouldn't make any sense to the people who 
pay taxes in my district to have it known that more money was being 
paid for textiles in New England than is being paid in South Carolina, 
and I object to it. 

If there is unemployment in these areas in the East and in the North, 
rather than upset all the laws of economics, why not extend the relief 
rolls instead of making this serious break which might affect our 
industry permanently ¢ 

If it was something that we might reasonably expect to terminate 
shortly, we might go along with it, but we are in a situation that might 
go along indefinitely. 
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That is the view I have. I seriously object to the issuance of any 
such procedure. I question its legality. 

Vice Chairman Brown. Mr. Robertson of Virginia. 
Representative Roserrson. I thank you. I don’t want to take u 
time. I am a little confused. If I hadn’t come through the tunnel, 

I would think this was the Kremlin rather than the Capitol. 

My last 35 years have been spent as part of the management of the 
most efficient and best shipbuilding organization in the world at New- 
port News. I presume your thinking would be, if there were unem- 
ployment in New York City, the next carrier would be put there to 
be built because there are facilities in New York to build ships. Hav- 
ing had experience with Washington’s thinking of manpower, they 
wouldn’t worry whether they were skilled to do the work or not, all 
they would consider would be whether they needed the work. 

I come from Virginia where a tax dollar is considered to be a certain 
trust. Lama little confused about all this. 

Mr. Fiemmine. On the point you raised, one of the things that must 
be found by the surplus manpower committee before Mr. Wilson would 
consider the matter is that there exists an area of current or imminent 
labor surplus, including a surplus of manpower possessing skills neces- 
sary to the fulfillment of Government contracts. 

Part of the information they are directed to get is information as to 
the availability of skills necessary to the fulfillment of Government 
contracts and purchases, so that, if in the area to which you refer there 
were not skills available that could be utilized effectively in the dis- 
charge of a particular Government contract or the handling of a par- 
ticular Government contract, it would automatically be ruled out. 

Representative Ronerrson. If they never have a delivery date, they 
would fulfill the requirements. 

Mr. Fiem™ine. | appreciate the point you are making and I think 
that has to be taken into consideration before the certification is made. 
I agree with you. 

Representative Rosertson. We give work there and the next thing 
would be, if the cattle were fat in one area and the cattle lean in another 
area, you would quit feeding the cattle in the one area and give it 
to the other cattle, and then have all the cattle equal. Does this go fur- 
ther into that? 

Mr. Fiemmine. This doesn’t go into that area. 

Representative Roserrson. Does this go further into the area of 
distributing everything? 

That is all I care to know. 

Vive Chairman Brown. Mr. Riley, of South Carolina. 

Representative Rizey. Mr. Chairman, I would like to ask Mr. Flem- 
ming if he has any estimates as to the additional costs that this pro- 
gram would bring about to the defense forces and, should they find 
themselves short, would they have to do without their requirements or 
would they have to come back to Congress for additional appropri- 
ations ¢ 

Mr. Fitemmrne. In regard to your first question, we do not have any 
estimates because, first of all, we do not have any idea as to the num- 
ber of areas that would be certified under this particular policy. 

In the second place, we would certainly have to take into considera- 
tion, in making certifications, any recommendations that the Depart- 
ment of Defense might make along that particular line. 
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However, my own judgment is that they can live within such a policy 
without coming back for additional funds. 

That is just a subjective judgment, a generalization, but that is my 
feeling and my conviction. Also, I think I should stress the point— 
possibly you heard me stress it before—that this cost factor isn’t all 
one-sided. There are offsets. When we permit a condition to continue 
where skills that could be utilized in the defense program are not 
being utilized at all, we are adding to our unemployment compensa- 
tion bill and, if we just permit work to drift into areas that are a meer 
tight, we also are adding to our housing and community facilities bill. 
So there are offsets there from the standpoint of economy. 

Representative Ritey. Taking the price lid off, it could con- 
ceivably cost a great many more millions of dollars for the defense 
effort, when it is already a burden to carry; isn’t that true? 

Mr. Fiem™rine. The truth is that so far as the cost of the actual 
contract is concerned it could cost more, but I would plead with the 
Members of Congress to consider the offsets to which I have referred 
also to consider the fact that when a certification is made there can be 
inserted and most probably will be inserted, a maximum price dif- 
ferential. It might be 5 percent or 10 percent or whatever seems to 
be appropriate. 

As oe been pointed out, in World War II it was 15 percent. 

My own recollection, as a member of the War Manpower Com- 
mission in World War II was that it did not have to be used in so 
many instances that it did result in adding considerably to the cost 
of the defense effort. 

Representative Riney. A 5 or 10 percent increase in one-fifth of the 
defense budget would mean an increase of half a billion to 1 billion 
dollars. 

Mr. Fiemmine. That is assuming that all contracts would be in- 
volved. 

Representative Ritey. I said, one-fifth. 

Mr. Fiemmine. I think that is very high. The potential list is a 
small one. 

Vice Chairman Brown. Mr. Dorn has left ? 

Senator Carenarr. You don’t plan on canceling any existing con- 
tracts in order to place them somewhere else ¢ 

Mr. Ftemmine. No, sir. That isn’t involved in this. 

Senator Carenarr. You don’t think that will happen? 

Mr. Fiem™rne. It isn’t involved in this and I haven’t heard any- 
body discuss that possibility. 

Vice Chairman Brown. Mr. Lanham. 

Representative Lannam. Mr. Chairman, I don’t want to ask any 
questions, but I have listened with interest to this witness. I notice 
he said on several occasions that this order doesn’t make sense “if.” 
I just want to say that I don’t think this order makes sense—period. 
If this thing is going to continue, it violates all of the sound princi- 
ples of procurement. 

I am simply not going to vote to continue the Defense Production 
Act if they handle the manpower situation like they have handled 
the allocation materials, because then we will be in a mess. 

Vice Chairman Brown. Mr. Forrester. 

Representative Forrester. Mr. Chairman, I do not want to ask 
any questions, but I do want to make a statement. 
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Down in my section of the country we have textile mills and in 
Columbus, Ga., we have about as many for the population as any 
city in the world. 

just happen to know that down there is Columbus we are operat- 
ing now on about a 3-day-week basis. They are stretching it out, 
extending it, so as to work on a 4-day basis, but it certainly could be 
done in 2 or 3 days. 

I want to approve the statement of Senator Maybank that we do 
not want to, or intend to liquidate the textile industry down in the 
South. I think the observations by Senator Capehart are so logical 
that I think it is utterly unassailable that if you give a man a job 
in the North or in the South, you are taking it away from a man in 
some other section. 

It is for that reason I cannot see any reason for this order. I think 
it is absolutely contrary to our American principles. 

Vice Chairman Brown. Has Mr. Rankin left? 

Mr. Winstead for Mississippi. 

Representative Wexsreap. I do not care to ask any questions. I 
am in a State which does not have any industry. What few textile 
mills we have now, some of them are closed down. Many of them 
are operating on a half basis. If this operates as it operated during 
World War II—and I happened to be a member of the Armed Serv- 
ices Committee, they are going to award these contracts without con- 
sideration to bids or places and your labor leaders do not care anything 
about the waste of manpower. 

I think it is foolish and will cost millions of dollars. 

Vice Chairman Brown. Mr. Williams of eee 

Representative Wiiuiams. I think the subject has been pretty well 
covered. I do have one question I would like to ask of Dr. Flemming 
or the other gentleman. 

In making the committee’s determination of which areas are sur- 
plus labor areas, would one of the factors taken into consideration be 
the number of men who happen to be out on strike at that particular 
time? Would they be considered unemployed for the purpose of 
determining whether that is a surplus labor area ¢ 

Mr. Fiemmine. I would have to refer that to the Department of 
Labor because they have not developed their criteria. 

Representative Witt1ams. Without commenting on that further, I 
would like to join others as protesting this order as being discrim- 
inatory, unworkable, impractical, and unfair. It is not only unfair, 
but, in my opinion, it sets a very dangerous precedent, the precedent 
of showing favoritism to one section of the country over another. 

Vice Chairman Brown. Have I overlooked any Congressmen ? 

Representative Lane. My name is Congressman Thomas J. Lane 
from Massachusetts. I just came into the hearing. I heard this 
hearing was being held in connection with channeling orders into dis- 
tressed areas. Is that so? I heard it was in reference to that directive 
to channel orders into distressed areas. Is that correct? 

The Cuarman. That is my understanding, Mr. Congressman. 

Representative Lane. I want to appear here in favor of that direc- 
tive. Icome from the city of Lawrence, Mass. That is my home city. 
We have been faced with this situation not in the past week and not in 
the past month, but it has been nigh on to 2 years that we have had 
this situation back home. 
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We have thousands and thousands of people unemployed in those 
factories there in my section of New England—in Lawrence, Lowell, 
New Bedford, and Fall River. We have nobody on strike. 

As I understand, these figures taken from the labor records of Secre- 
tary Tobin, having to do with distressed areas, are merely those people 
who are employed in our factories who are out of work due to the fact 
that there is no work in those industries. 

We need some help. We need some assistance. Those persons who 
are opposing this directive haven’t offered us any other relief. I 
haven't heard any of them say that they would vote in favor of any 
kind of relief measures to help our unemployed. Their unemployed 
payments have been used up. They are people without money. The 
welfare rolls are piling up. We are in a serious situation, Mr. Chair- 
man, and I hope thie directive will obtain approval. 

Senator Capenart. May I ask the Congressman a question? Why 
are those men out of employment? I am trying to be objective. 

Representative Lane. Because the various textile industries there do 
not have the orders to keep them working. 

Senator Carenarr. Is it because of a shortage of materials? 

Representative Lang. No. 

The Cuarrmaw. May I ask this question? The southern mills 
do not have the orders from the Government to keep them working 
either. I do think, where we have taken steel and aluminum and cop- 
per away from industries under the Defense Production Act, that is 
a different question. 

I want you to understand my sympathy for your situation. I want 
to be objective. 

Where we have taken away materials by allocation under the law, I 
think it is in a different category than just because of unemployment. 

Down home the mills are closed for a long July Fourth week. As 
Congressman Forrester, of Columbus, Ga., stated, they are on a 3-day- 
a-week basis now. It isn’t anything we did to make them unemployed. 

Representative Gampie. Why aren't they distressed areas down 
South the same as they are in New England / 

The Cuamman. The wages down South are the same as in New 
England. The southern mill owners have plowed money back into 
machinery, and so forth. 

Vice Chairman Brown. I recognize the Congressman from North 
Carolina, Congressman Chatham. 

Representative Cuaruam. In the first 9 months of last year the 
American Woolen Co. made $20 million profit before taxes in Law- 
rence and paid out $6 per share on stock which is today selling at $34 
per share. In the South the same money has gone into modernizing 
mills, 

This will interest this group. In line with the question of Senator 
Smith, within the last 10 days the Government has put out bids for 
some 6 million yards of wool shirting. Every woolen mill in the coun- 
try bid. Over 5 million yards was taken by the American Woolen Co. 
on the low bid, which was proper. The mills in the South didn’t get 
a yard of it. The American Woolen Co. took it on a low bid. 

Why should they be paid a premium when they are bidding lower 
than the rest of the industry and have made $20 million before taxes 
during the first 9 months of last year? 
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Vice Chairman Brown. Have I overlooked any Member of 
Congress ¢ 

Representative Tarte. Mr. Chairman, I should like to ask Dr. 
Flemming what constitutes an area in distress. The witnesses have 
said that they have plants operating in their areas 1 day a week, oth- 
ers 2 days, others 3 days. Why don’t those plants come within a defi- 
nition of a distressed area, so they could be recoguized for orders? It 
is a matter of relativity, apparently. 

Mr. Fiemmine. Conceivably they may be. I certainly wouldn’t 
say they would or would not, because the Department of Labor has 
not yet set up its criteria. 

Representative Gampie. That statement they read doesn’t fore- 
close the South from being a distressed area in any way. 

Mr. Fiemmine. No, sir. It will be determined on a factual basis, 
no matter where the area is located. 

Senator Carenarr. If you are out of work, you are out of work; if 
you are out of orders, you are out of orders. 

Mr. FiemingG. That is right. 

Senator Carrnarr. May I ask this question: Are you going to dis- 
tinguish between unemployment that has been caused by economic 
reasons, meaning a plant that is able to get all the material they need, 
but for some reason they cannot sell their merchandise and therefore, 
in the normal course of business they have unemployment and the 
other type of businessman, a manufacturer and processor, who has 
been forced to lay off a lot of men because he doesn’t get material ¢ 
Are you going to distinguish between those two kinds of businesses in 
this order? 

Mr. FitemMine. When it comes to considering actual areas and the 
situation in actual areas, of necessity, consideration will be given to 
that. However, I think I should say that, in all fairness, we do feel 
this: Take Scranton, Pa., or Wilkes Barre, Pa., as an illustration. I 
would be the first to admit that certainly not all of the unemployment 
in those areas is due to what has happened since Korea. Maybe it has 
been aggravated by what has happened since Korea, but not all of the 
unemployment is due to that. If it is determined that there are skills 
in that particular area that could be used in connection with the de- 
fense program, if it is determined that there are facilities there that 
can be used in connection with the defense program it does seem to us 
to make sense for the Government to try to put some work there so as to 
utilize those skills and facilities instead of crowding an already 
crowded area, looking at it from a manpower point of view. It 
wouldn’t be fair for me to indicate that we will only take a look at 
communities where something has happened since Korea, but, as Mr. 
Wilson points out in his letter, certainly the large percentage of cases 
will involve such areas. 

The Cuarrman. Senator Fulbright has some questions. 

Senator Futsrientr. Where is the authority you base this on? Is 
it in the declaration of policy in section 2 of the Defense Production 
Act of 1950? 

Mr. Correa. Executive Order 10193. It establishes the organiza- 
tion and the Office of Defense Mobilization as the supervising agency 
in the defense effort. It is based on the Defense Production Act, really 
the entire act, because it provides for coordination of all those activi- 
ties, plus the power of the Executive to supervise the various fune- 
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tions relating thereto, such as procurement, manpower, transporta- 
tion, et cetera. 

Senator Futsricutr. What I am getting at is, in order to prevent 
this kind of use of the act, how do you approach it? I don’t under- 
stand the justification for it. Why couldn’t you give the distressed 
areas the first opportunity to bid, but not a concession in price? 
Wouldn’t that be sufficient?) Why do you feel it is necessary to give 
them a price differential ¢ 

Mr. Fitemmrne. In some instances, that may be sufficient. 

Senator Futsricur. In all instances, why not ? 

Mr. Fremmine. That is why we indicate that we will not always 
specify a price differential, but, as a practical matter, certaimly the 
evidence that has come out of Detroit indicates that work that would 
otherwise have been placed there has not been placed there because 
of the price factor. ‘That was our experience in World War II and 
that is why we had to put in 15-percent differential then. 

Senator Futsricnr. We have had a great deal of experience with 
the administration of the Walsh-Healey Act. I and other Senators 
believe that has been perverted, consciously and deliberately, to achieve 
ends that were not intended by the Congress. That is why a lot of us 
are suspicious of your intention in the administration of this. It 
sounds very well in theory. You know what has been done with the 
Walsh-Healey Act. 

Congressman Chatham mentioned the American Woolen case. Only 
within the last 10 days an article came out that Secretary Tobin 
intended, under the authority of that act, to put up wages in areas 
which are outside of the Northeast, in order to force the continuation 
of that industry. 

I, for one, think that is a very bad thing. It isn’t justified on any 
basis at all. I know they have done it in other industries. That is 
what we think you will do under this act. What assurance can you 
give us‘ I don’t think you can give us any assurance that you won’t 
do anything of that sort. 

Mr. Fiemmine. As one who will share responsibility in the admin- 
istration of this policy, we will certainly do everything we can to 
administer it in a fair and equitable manner. I hope the spirit back 
of that comment is reflected by section 8 where we have specified that, 
if a whole industry becomes involved in this program, we will not 
go ahead and take any action relative to specific communities until 
notice and hearing has been held dealing with the entire industry. 

Senator Futsrigur. They had notice and hearings in the other, too. 

Mr. Fremmine. If Mr. Wilson makes a certification, it will only 
be on the basis of his having had the opportunity of considering a 
full record, and only on the basis of his ddan that it is a fair and 
equitable thing to do. 

I certainly appreciate the problems that have been raised here and 
I want to underline the fact that the minute we have a situation come 
up involving a specific area where any action that we took might 
affect an entire industry, then we will resort to the procedure under 
section 8, and any findings that are made will be subject to the closest 
scrutiny on the part of Members of Congress or any citizen. 

I feel as a public official that I definitely have an obligation to 
proceed in that way. and I am sure Mr. Wilson feels the same way 
about it. 
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Senator Futsrienr. We had that assurance in the Walsh-Healey 
Act. I, for one, do not believe it can be administered in that fair 
manner. I was thinking the only way this can be prevented would 
be an expressed prohibition in the next defense production act, or 
would you pay any attention to it if we did put it in? 

There is no basis for it. The last line of the declaration of policy 
prohibits it when it says: 

Within the framework, as far as practicable, of the American system of com- 
petitive enterprise. 
You are destroying the main element of competitive enterprise. 

Mr. Correa. The Comptroller General 

The Cuatrman. I have his statement here from Mr. Taylor, of the 
Smaller Defense Plants Corporation. I was going to read it into the 
record. 

Without objection, I am going to put into the record this statement 
released by the Small Defense Plants Administration. 

(The release referred to follows :) 





SMALL DEFENSE PLANTS ADMINISTRATION 


As a result of a new ruling by the Comptroller General, the armed services now 
have greater flexibility in awarding defense contracts to small-business firms, 
Telford Taylor, Administrator of the Small Defense Plants Administration, an- 
nounced today. The new ruling will also facilitate the routing of procurement 
to distressed areas, Mr. Taylor pointed out. 

At the request of Mr. Taylor, Comptroller General Lindsay C. Warren has 
ruled that defense contracts are not required to be awarded to the lowest bidder 
where advertising procedures are used. Military procurement agencies had pre- 
viously been authorized to negotiate contracts with smali concerns or firms in 
distressed labor areas even though a lower price might otherwise be obtained. 
The new ruling extends the same practice to advertised bidding. Under the 
flexible procedures now permitted, the procuring agencies of the Government will 
also be empowered to offer small-business concerns the opportunity to scale their 
bids down to the level of the lowest bidder and to participate in the procurement. 

In hailing the opinion as a step forward toward a planned procurement pro- 
gram directed at assuring small business a fair share of defense contracts, Mr. 
Taylor said, “It is now possible to accomplish a much greater diffusion of 
Government procurement. Multiple awards to numerous concerns can now be 
made instead of a single award to the low bidder. The importance of this ruling 
is not so much the authority to pay justifiable price differentials but rather the 
flexibility in making awards under advertised procurement. Contract officers 
can now negotiate with bidders in the lower bracket after the bids are opened 
in order to spread the business around instead of automatically giving the whole 
procurement to the lowest bidder. We are convinced that this will frequently 
result in increasing the participation of small concerns in the procurement with- 
out any additional cost to the Government whatever. They will match the low 
bid if given the opportunity.” 

According to the Comptroller General's opinion, price differentials may be 
paid where competitive bidding is used when such action is necessary in the 
public interest or when SDPA and the contracting agency jointly determine that 
it is in the interest of mobilizing full productive capacity or in the interest of 
the national defense program. 

Mr. Warren, in his letter to Mr. Taylor, cited an opinion given to the Secretary 
of War in World War II as preeedent for the new ruling. That opinion held, in 
part: 

“This express authority to negotiate without advertising * * * compre 
hends the lesser authority to utilize advertising to the extent administratively 
deemed appropriate in making contracts * * * without restricting final ad- 
ministrative determination of the bidder to whom the contract should be awarded. 
Hence, in such cases, an administrative election to advertise, rather than to 
negotiate with a single contractor, does not necessarily require making the award 
to the lowest bidder regardless of any or all other considerations * * * there 
would appear no legal objection to the rejection of the bids of one or more lower 
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bidders and the awarding of the contract to a higher bidder consistently with the 
principles which properly may be administratively applied in the negotiation of 
contracts without advertising. The greater includes the lesser, and to the extent 
that such contracts properly may be negotiated without advertising they may 
be made on the same conditions after advertising.” 

“In my opinion this ruling gives the green light to increased participation by 
small business in defense production. It is one of the best approaches to solving 
the present difficult problem confronting thousands of small companies,” Mr. 
Taylor said. “By sharing in defense contracts, the equipment and labor employed 
and the materials consumed will be used in preserving our national security, 
while at the same time the contract work will enable the small firms to remain 
in business.” 

“I am quite certain that a sizable increase can now be made in the number cf 
defense contracts going to small business with no ultimate additional cost to 
the Nation,” the SDPA Administrator added. “The cheapest initial cost is fre- 
quently far from the lowest end cost,” he said, “and with materials allotments 
for civilian production already at extremely low levels, it is imperative that 
quick action be taken to help small business to help the mobilization program by 
participating in defense work. Unless such steps are taken, a great many small 
firms will be confronted with the immediate prospect of closing down. 

“Although both the President and Congress have urged that we enlist the pro- 
ductive facilities and energies of small business by broadening the base of Gov- 
erninent procurement,” Mr. Taylor continued, “the Comptroller General's ruling 
covering price differentials will not in itself result in any rapid increase in the 
number of contracts being awarded to small business. To be of any value it 
must be properly implemented. The defense agencies, in conjunction with SDP4A, 
must establish firm policies on price differentials, and pass along precise oper- 
ating guides and instructions .to their contracting officers in all parts of the 
country. Wein SDPA are currently working with the defense agencies to carry 
out this program,” he added. 

Mr. Taylor also disclosed that SDPA is placing some of its very limited per- 
sonnel in planning and procurement offices. These men, cooperating with the 
contracting officers and the small-business specialists of the defense agencies, will 
screen proposed procurement and earmark that which can be satisfactorily han- 
dled by small concerns. They will also recommend whether procurement be 
handled by negotiated or bid procedures, suggest the use of justifiable price 
differentials, and recommend such other authorized measures to increase the 
amount of procurement placed with small business. 


Mr. Fiemmrne. I do think this: We ought to make it clear that on 
the legal point you have raised, Mr. Wilson, as the head of the Defense 
Mobilization, has proceeded in accordance with standard Government 
procedures. He wrote to the Comptroller General asking whether or 
not there was basis in law for putting out a policy of this kind and re- 
ceived an affirmative reply from the Comptroller General. 

Senator Smrru. Not too aflirmative; the one I read wasn’t too 
positive. 

Mr. Correa. It is the one of January 14, from the Comptroller 
General, in which this question was raised. 

(The letter referred to follows:) 

COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, January 14, 1952. 
The Drrector, 
Office of Defense Mobilization. 

My Dear Mr. WILson: Reference is made to your letter of January 2, 1952, 
requesting to be advised whether certain procurement procedures outlined there- 
in are authorized by law, so as to permit the expenditure of public funds under 
contracts awarded in accordance therewith. 

Before setting forth such modified procedures it appears desirable to first 
review the authorities referred to in your letter as a basis therefor and the pur- 
poses the said procedures are intended to accomplish. 

Section 2 of the Defense Production Act of 1950, approved September 8, 1950 
(64 Stat. 815), declares the policy of the United States to be to oppose acts of ag- 
gression and promote peace, and to develop and maintain the necessary military 
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and economic strength to carry out this policy. The said section further states 
that— ’ 

“* * * Under present circumstances, this task requires diversion of cer- 
tain materials and facilities from civilian use to military and related purposes. 
It requires expansion of productive facilities beyond the levels needed to meet 
the civilian demand. In order that this diversion and expansion may proceed at 
once, and that the national economy may be maintained with the maximum effec- 
tiveness and the least hardship, normal civilian production and purchases must 
be curtailed and redirected. 

“It is the objective of this act to provide the President with authority to ac- 
complish these adjustments in the operation of the economy. It is the intention 
of the Congress that the President shall use the powers conferred by this act to 
promote the national defense, by meeting, promptly and effectively, the require- 
wents of military programs in support of our national security and foreign 
policy objectives, and by preventing undue strains and dislocations upon wages, 
prices, and production or distribution of materials for civilian use, within the 
framework, as far as practicable, of the American system of competitive enter- 
prise.” 

By Executive Order No. 10193 of December 16, 1950, the President established 
the Office of Defense Mobilization, and provided that its Director should, on be- 
half of the President, direct, control, and coordinate all mobilization activities 
of the executive branch of the Government, including but not limited to pro- 
duction, procurement, manpower, stabilization, and transport activities; that 
the Director should issue such directives, consonant with law, on policy and 
operations to the Federal agencies and departments as might be necessary to 
carry out the programs developed, the policies established, and the decisions 
made by the Director; and that it was the duty of all such agencies and depart- 
ments to execute these directives. 

The national manpower mobilization policy promulgated by the President on 
January 17, 1951, states, in effect, that the primary aim of manpower mobiliza- 
tion is to safeguard our national security through proper use of our human re- 
sources; that the manpower needed for the Armed Forces, defense production, 
civilian defense, agriculture, and essential civilian supply are integral parts of 
the mobilization program; and that failure to utilize manpower properly would 
reduce our defense potential. The policy also states that— 

“Production will be scheduled, materials allocated and procurement distributed 
with careful consideration of available manpower. Whenever feasible from an 
economic and security standpoint, production facilities, contracts, and significant 
subcontracts will be located at the sources of labor supply in preference to mov- 
ing the labor supply.” 

Defense Manpower Policy Statement No. 1, effective August 2, 1951, issued by 
the Director of Defense Mobilization, implemented the National] Manpower Mo- 
bilization Policy by directing, in part, that production and procurement agencies 
should take special notice of conditions of high levels of current or expected 
unemployment in given areas as reported by the Defense Manpower Adiministra- 
tion, and consistent with other procurement considerations, should make every 
effort to assign material allocations and procurement contracts to such areas. 

It is stated in your letter that, under the authority vested in you as the 
Director of the Office of Defense Mobilization, you have determined that, in order 
to carry out the purposes of the Defense Production Act, Executive Order 10193, 
and the National Manpower Mobilization Policy, you contemplate the implemen- 
tation of such policy statement with respect to procurement in cases Where the 
public interest dictates the need for negotiation of contracts and purchases in 
order to (1) achieve coordination of conversion from civilian to military pro- 
duction; (2) minimize strains and dislocations in the economy; (3) preserve 
employee skills; (4) maintain productive facilities; and (5) assure utilization of 
the Nation’s total manpower potential by making use of each area’s manpower 
resources, by the procedures outlined therein as follows: 

“(a) Procurement by negotiated contracts and purchases with responsible 
concerns which (1) are in an area of current or imminent labor surplus (includ- 
ing a surplus of manpower possessing skills necessary to the fulfillment of 
defense contracts and purchases) ; or (2) are in an industry having current or 
imminent critical unemployment (including unemployment of manpower possess- 
ing skills necessary to the fulfillment of defense contracts and purchases) ; 

“(b) The making of such contracts through competition within such area or 
industry or through negotiation within such area or industry, although lower 
prices might otherwise be obtainable ; 
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“(c) Where necessary to maintain productive facilities, the making of awards 
to responsible concerns, within such area or industry, at reasonable prices al- 
though not the lowest prices obtainable: and 

“(d) Procurement by negotiation and in such procurement the making of 
awards to responsible concerns at reasonable prices even though not the lowest 
prices obtainable, in cases where doing so will result in prime contracts with 
contractors who will subcontract in a manner which will accomplish the objec- 
tives stated in the preceding paragraphs.” 

It is suggested in your letter that authority for the making of contracts by 
negotiation, rather than by advertising, in order to permit the military depart- 
ments to accomplish the objectives described above, is contained in section 2 (¢) 
(1) of the Armed Services Procurement Act of 1947, (62 Stat. 21). 

As your letter apparently recognizes, there is nothing in the Defense Produc- 
tion Act of 1950, as amended, which, of itself, authorizes generally the negotiation 
of Government contracts or a disregard of normal procurement procedures. In 
its simplest form, therefore, the question you present is merely whether the 
Armed Services Procurement Act of 1947, authorizes the procedure involved, 

When advertising is required, section 3 of the Armed Services Procurement 
Act of 1947 requires that award be made to that responsible bidder whose bid, 
conforming to the invitation for bids, will be most advantageous to the Govern- 
ment, price and other factors considered. It has been held, in such cases, that 
the statute does not authorize award to other than the low bidder solely on 
the basis that a higher bidder qualifies as a small-business concern (28 Comp. 
Gen. 662). The same reasoning, and conclusion, would be applicable with respect 
to a higher bidder located in a distressed labor area, although a bidder in a 
distressed labor area might have an advantage in the case of tie bids, B—SS826, 
August 29, 1949. Therefore, if an award is made pursuant to section 3 of the 
Armed Services Procurement Act of 1947 the fact that a bidder is located in a 
distressed labor area may not be considered in making the award except in the 
ease of tie low bids. 

On the other hand, section 2 (c) (1) of the Armed Service Procurement Act 
of 1947 authorizes the negotiation of contracts, without advertising, when de- 
termined by the agency head to be necessary in the public interest during the 
period of a national emergency declared by the President. Such a national 
emergency was proclaimed by the President on December 16, 1950. Despite 
such authority, it would not normally appear to be in the public interest for 
the military departments to make awards of contracts to a firm or group of 
firms when it is known at the time that the services or supplies are obtainable 
elsewhere at a lower price. If, however, the military establishments determine 
that, for the reasons set forth in your letter, it is necessary in the public interest 
that awards be made in specific instances at prices other than the lowest which 
might be obtainable, this Office will not be required to object to otherwise 
prior payments under contracts so awarded. It is understood, of course, that, 
if in its review of transactions of the type here in question, this Office feels 
that there has been an improper exercise of authority to negotiate contracts and 
make awards for the purpose indicated, it may be necessary to report such 
instances to the Congress for its consideration or to take such other action 
as may be warranted. 

Sincerely yours, 
LINDSAY WARKEN, 
Comptroller General of the United States. 


The CHamman. This is the paragraph in the release that I would 
like to read: 


At the request of Mr. Taylor, Comptroller General Lindsay C. Warren has 
ruled that defense contracts are not required to be awarded to the lowest bid- 
der where advertising procedures are used. Military procurement agencies 
had previously been authorized to negotiate contracts with small concerns or 
firms in distressed labor areas even though a lower price might otherwise be 
obtained. The new ruling extends the same practice to advertised bidding. 
Uyder the flexible procedures now permitted, the procuring agencies of the 
Government will also be empowered to offer small-business concerns the oppor- 
tunity to scale their bids down to the level of the lowest bidder and to partici- 
pate in the procurement. 


Mr. Correa. That is another one which was procured by Mr. Tay- 
lor. ‘ 























DEFENSE PRODUCTION ACT 927 


Senator Futsricutr. Do you have the letter on which you base it? 

Mr. Correa. Yes, I do. 

Senator Futsricur. Certainly the committee would be interested 
in trying to find ways to either implement it or prevent it. I am not 
casting reflections on you. You do not have the final word. We had 
the experience in the Labor Department on the Walsh-Healey over 
many years and right now they are in the process of using that 
authority for the purpose of not simply keeping them from letting 
contracts on a subnormal basis, but from any mobility in industry. 
In other words, they desire to freeze it as it is, especially in Mr. Tobin’s 
particular section of the country. He is doing it in wool and in tex- 
tiles. 

I don’t happen to have either one in my State. It isn’t a personal 
matter. I object to going around and perverting a law that is passed 
for one purpose in order to achieve another. 

Our objective here, as you stated, sounds fine, but, when it comes 
to administering it, particularly through the Department of Labor, 
in the certification of these areas, I have no confidence it will be done 
on a fair and equitable basis. That. is the real trouble with it. 

Mr. Fiemmine. The sole role of the Department of Labor in this 
particular order is to certify to the ODM the existence of a surplus- 
labor-market area. From there on it is picked up by the Office of 
Defense Mobilization and there will be no certification to the Depart- 
ment of Defense until Mr. Wilson has found that certain other factors 
are present, factors, which are outlined in the order and until he has 
personally certified the area to the Secretary of Defense. 

Senator Futsrient. That certification is important. 

Mr. Ftemmine. That is Mr. Wilson’s job. 

The Cuamman, Everybody trusts Mr. Wilson, but who will take 
his place in the future? I want to get it down to a matter of law. 

Senator Futsricur. The certification even of the unemployment 
is a matter he wouldn’t have time nor facilities to look into. I don’t 
know anyone except the Department of Labor doing it. As I see it, 
it isn’t really and solely to be judged on what you are proposing to do. 
We have to look back over the years to see what has been done under 
similar legislation. There was nothing wrong with Walsh-Healey 
if it were confined to its purpose and plain intent of Congress, but, 
when it becomes the vehicle to freeze or remake and channel the whole 
industry of the country, I think it is a very bad thing. 

Mr. Fiemmine. Could I say that the Secretary of Labor's certi- 
fication, however, must rest back on the facts that exist in a particular 
area. 

Senator Futsricur. Not necessarily. I don’t know why you can 
assure us of that. You hope so, or think se. 

Mr. Fiemmine. If a close scrutiny would not substantiate the certi- 
fication 

Senator Futsrieur. Who is going to scrutinize it? Mr. Wilson 
hasn’t time to go out and check that at all. 

Mr. Fiemmine. I think there are checks and balances in our Gov- 
ernment which would result in such a certification being scrutinized. 

Senator Smiru. Dr. Flemming, don’t you consider that this power 
we are now talking about could be the power of life and death in a 
community of an industry? 
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Mr. Fiem™rne. It could be, that is correct, if exercised impro operly. 

Senator Smirn. And the use of it could mean life and death ? 

Mr. Fiemnine. It could. I say this, on that point: The power 
exists, authority exists already in the executive branch to do this. 
This document is a document which is designed to put this whole 
process on an orderly, systematic basis so that each step can be sub- 
jected to close scrutiny. In my judgment, we will get a better result 
than if each procurement agency is permitted to handle it in its own 
way. 

Here is an orderly procedure. It is set out here frankly. The 
cards are on the table in connection with it. Any Member of Con- 
gress at any time can check to see whether or not, when we certify, 
we have followed this procedure, what facts we have used in follow- 
ing it, et cetera. The power is inherent in the executive branch of 
the Government now. All Mr. Wilson is doing is setting up an 
orderly, systematic procedure for exercising power that already exists. 

Senator Smrrn. Don’t you think there will be more pressure 
brought to bear where you will contract privately without competitive 
bids than if the normal system of competitive bidding is followed ? 

Mr. Fremmine. Ninety-odd percent of defense contracts are now 
negotiated contracts. 

Mr. Correa. Under the Armed Services Procurement Act during 
the time of national emergency the military has the right to negotiate 
on any item that they wish. 

Senator Smrrn. That is on items, not a whole industry. 

Mr. Correa. Any contract. 

Senator Smrru. They don’t have an opportunity to effect a whole 
industry that way. They can negotiate on items. Isn’t that it? 

Mr. Correa. It is the same difference, isn’t it? 

Senator Smiru. No. There might be a lot of difference between 
negotiating for particular items than for a range of goods. 

Mr. Correa. They can negotiate on anything. They could nego- 
tiate on any contract they ever put out. 

Senator Smiru. But there they negotiate about particular items. 

Mr. Correa. The particular makes up the whole; yes, sir. 

This is a procedure which, as Mr. Flemming pointed out, places the 
whole thing on an orderly basis. 

Senator Surri. This isn’t designed to give lower prices to the Gov- 
ernment, is it? 

Mr. Furm™ina. It will have the effect of saving the Government 
some money. 

Senator Smrru. And making higher prices. 

Mr. FLemmine. Yes; in some instances. 

Before Senator Fulbright leaves, could I point up one thing I have 
just said by referring to the opinion of the Comptroller General ? 

This is the last varagraph of the letter dated January 14, 1952, 
from Mr. Lindsay Warren to Mr. Wilson, and it reads: 

On the other hand, section 2 (c) (1) of the Armed Services Procurement Act 
of 1947 authorizes the negotiation of contracts, without advertising, when deter- 
mined by the agency head to be necessary in the public interest during the period 
of a national emergency declared by the President. 

Then he points out what can be done under that. 

Remember that he says it is authority which rests with the agency 
head. What Mr. Wilson is doing is stepping in as Director of the 
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Office of Defense Mobilization and, instead of having each agency 
handle it in any way it sees fit, trying to set. up an orderly procedure 
so there will be an over-all Government policy in this area that can 
be scrutinized by anyone who desires to scrutinize it. 

The Cuatrman. It wouldn’t be left to the Army, Navy, and Air 
Force? 

Mr. Fiemmine. Right. In my judgment, this is a step in the direc- 
tion of bringing order out of what otherwise could be a chaotic situa- 
tion. 

Senator Maypank. Of course, I have confidence in Mr. Wilson and 
I appreciate your frankness. I also had a long talk with Mr. Correa 
berote this meeting came up. But who will operate this law next 
year? 

Mr. Friemmine. As you think of the functions of the Defense 
Mobilization Office, it makes good sense for them to step in on a 
matter as important and vital as this and try to get it handled in the 
same uniform manner throughout the Government rather than let a 
lot of different agencies handle it in their way. The Comptroller 
General’s letter makes it very clear that the procurement agencies, 
each one, could go ahead and handle it in its own way. 

The Cuarmman. Congressman Riley asked to have some extended 
remarks and a letter placed in the record, and I wanted to say to the 
vice chairman and to the Members of the House and the Senators if 
anybody wants to file additional data or statements on this hearing 
we will keep the record open until Friday. 

You gentlemen may file additional statements, too. 

(The statement submitted by Representative Riley follows :) 


[Telegram] 
Fepruary 6, 1952. 
Congressman JOHN J. RILEy, 
House Office Building, Washington, D. C.: 

The textile industry of South Carolina vigorously protests the Federal Gov- 
ernment’s highly discriminatory decision to hand out defense orders, like WPA 
jobs, to textile mills in other sections of the Nation without regard for the lowest 
bids. 

It means that (1) the Nation's taxpayers will be burdened with these extra 
high defense costs. Due to camouflaging “hand-out” under the guise of defense 
at a time when they already are faced with the greatest tax burden and national 
debt in all the history of Government; (2) workers of South Carolina, due to 
the dealings of Government bureaucrats and the politicians of other sections will 
be deprived of countless hours of employment to which they are entitled and for 
which they themselves, through payroll deductions, help to pay the tax load; 
and (3) mill companies which have made enormous investments in good faith 
to bring about the finest production processes existing anywhere are faced with 
a major violation of the democratic principles of competitive business. 

South Carolina mills have operated for months without profits in many cases, 
and often in the red to keep the wheels turning and the workers on their jobs. 
Where curtailments have been necessary, available work has been spread by a 
reduction of hours per worker and with a minimum of job eliminations. How 
much longer the mills can continue to keep their workers busy, with the Govern- 
ment stepping in to take our legitimate business away, is problematical. 

Everybody knows that the textile industry did one of the finest production jobs 
of any industry in World War II, supplying the Government with its require- 
ments with amazing speed, and the industry can be counted on to do so at any 
time. But our mills are outraged when they find that the Government is 
deliberately corrupting the defense effort at the expense of the taxpayers, the 
workers in areas being discriminated against, and the whole economy of South 
Carolina. 
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Every business and individual in South Carolina, every disvision and sub- 
division of State and local government, feels the pinch when the textile industry 
suffers, and this Government action depriving our mills of potential orders to 
which they are entitled is a cruel and vicious blow. 

While we speak only for the textile industry, this is a basic problem of such 
far-reaching implications that it should gravely concern every taxpayer, worker, 
business, and industry in the United States. And since this is being done in 
textiles, isn’t it logical to believe that it will be extended to all other products— 
guns, farm produce, building materials, machinery, and every other item the 
Government purchases? 

Urge that you protest to Mr. Charles E. Wilson and/or other authorities. 

JoHN K. CAauTHEN, 
South Carolina Cotton Manufacturers Association, 
Columbia, 8. C. 


Senator Jounsron. You say you will have a hearing after Labor 
Department has made a certification. 

Mr. Fiemoine. That is where it affects an industry. 

Senator Jounstron. Will you look into the matter to see if there is 
some economic reason that is causing the unemployment ¢ 

Mr. Fiemine. Oh, yes, certainly we will do that. 

The Cuairman. To whatever extent this defense manpower policy 
and Executive Order 10193 are based upon the Defense Production 
Act of 1950, as amended, I thought that we made this type of action 
impossible by stating, in section 2, that the powers in the act should 
be used “within the framework, as far as practicable, of the American 
system of competitive enterprise.” 

Senator Carenarr. That was my though, too, when I voted for the 
Defense Production Act. 

Representative GaMBie. That is my belief. 

The Cuatrman. Are there any further questions? If not, we will 
adjourn. 

(Whereupon, at 5: 10 p. m., the committee adjourned.) 

(The following statements and letters were received for insertion 
in the record. ) 


STATEMENT OF OLtn D. JomNnston, A UNTTED STATES SENATOR FROM THE STATE OF 
SouTH CAROLINA 


I wish to protest the recent decision of the office of Defense Mobilization to 
hand out defense contracts without any regard to bids. Such a proposal would 
mean that these contracts would cost considerably more which would necessitate 
higher taxes at a time our taxpayers are already faced with the greatest tax 
burden in the history of our Nation. 

Also, it would result in gross inefficiency in the fulfilling of Government 
orders as the business establishment with the contract would not necessarily be 
properly equipped to do the work. Under this proposal a business would only 
have to prove that it needs the work. Aols, the textile workers of South Carolina 
and the entire South would suffer as a result of this proposal. The southern 
workers would be deprived of countless hours of employment to which they are 
entitled. 

Also, the textile establishments in the South have made huge investments in 
order to bring about the finest production processes in the world only to benefit 
the national defense. Under this proposal, the southern textile industry would 
be faced with a major violation of the democratic principles of competitive 
business. 

It is a known fact that many of these textile mills of the Northern States which 
are now shut down paid huge dividends to the stockholders last year. The 
southern plants put this money back into the plants in the form of new and 
modern machinery and making the working conditions better and other improve- 
ments in order that all competition could be met. Now these northern mills which 
cannot compete with the South are asking for a 15-percent differential so that 
the competition can be met and the stockholders can get another huge dividend. 
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It is bad enough that such a request be made of the Government, but it is still 
worse when the Federal Government stoops to such corruption and discrimina- 
tion. 

The South Carolina and other southern mills have often operated at a loss in 
order to keep the wheels of mobilization turning, but these business establish- 
ments cannot compete with the Federal Government when legitimate business is 
taken away. The entire economy of the South is being seriously periled by this 
proposal, and I wish to enter my vigorous protest against this discrimination. 





House OF REPRESENTATIVES, 
Washington, D. C., February 7, 1952. 
Hon. CHARLES E, WILSON, 
Director, Office of Defense Mobilization, 
Washington, D. C. 

My Dear Mr. Witson: You are doubtless familiar with the uneasiness with 
which your Manpower Policy Statement 4 has been received by a great many 
Members of Congress and by many segments of industry throughout the United 
States which are located outside of the so-called areas of “substantial labor 
surplus” as cesignated by the Bureau of Employment Security each month. 

The North Carolina Members of the House of Representatives and of the 
Senate met in my office Tuesday, February 5, to discuss the possible results 
of this order and again on Wednesday, February 6, at which time your chief 
counsel, Mr. Rodolfo A. Correa, met with us to discuss the possible effects on 
various industries by this order. On Wednesday afternoon, 6 February, our 
Members from North Carolina, as well as Members from various parts of the 
country, were present at the meeting called by Senator Maybank of South 
Carolina, at which time Mr. Arthur Flemming and Mr. Correa were present to 
discuss the order. 

I am sure you can readily understand the possible effects on industry if 
the order should be applied to historical distress areas as well as to areas 
where a surplus of manpower has occurred due to the effect of the Korean war. 
Messrs. Correa and Flemming each explained that section S of the order was 
written to take care of this situation, and your letter of February 6 to Senator 
Maybank also set forth that these historical distress areas, such as the New 
England textile areas and the Grand Rapids furniture area, were not going 
to be considered in the same light as the Detroit area, which falls under the 
category of surplus manpower on account of the allocation of materials and 
not on account of the migration of industry over a long period of time to more 
favorable industrial climates. We also have read Comptroller General Lind- 
say Warren’s opinion to you as to legality of the issuance of the order. 

In spite of the assurance given the Members of Congress by Messrs. Correa and 
Flemming and by your letter to Senator Maybank, I am alarmed at a statement 
issued by a Labor Department spokesman on February 5, which said: 

“Secretary Tobin's Office of Defense Manpower already is at work drawing 
up the criteria by which Tobin will certify the surplus-labor areas. * * * 
The list includes such cities as Detroit, Providence, R. L, Wilkes-Barre and 
Hazleton, Pa., and several New England textile centers.” 

This spokesman continued to say that “other cities classified as having sub- 
stantial unemployment, or labor surplus, are: Brocton, Fall River, Lawrence, and 
Lowell, Mass.: New York City; Atlantic City, N. J.: Altoona, Pottsville, and 
Uniontown-Connellsville, Pa.; Asheville, N. C.; Cumberland, Md.; and Grand 
Rapids, Mich.; Terre-Haute and Vincennes, Ind.; Crab Orchard, Il.; Beaumont- 
Port Arthur, Tex., and Laredo, Tex. 

“Spokesman said the criteria for picking cities for help will be ready in a 
day or so and the Department will try to move rapidly in getting the certifications 
to the committee. 

“Flemming said his committee will be set up within a week or so. Flemming, 
who is chairman of Wilson's Manpower Policy Committee, would appoint to the 
new body representatives of the Defense and Labor Departents, Atomic Energy 
Commission, Defense Production Administration, General Services Administra- 
tion, Small Defense Plants Administration, and National Production Authority. 

“The military and the Central Services Administration, which are the Gov- 
ernment’s main procurement agencies, were instructed ‘to take all practicable 
steps consistent with other procurement and military objectives, other than 
price, to locate contracts in the areas designated.” 
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This release by the Labor Department at the same time of the assurance 
given by you and members of your organization has left considerable doubt in 
the minds of many Members of Congress as to the possibilities of historical 
distress areas receiving negotiated contracts at the expense of other areas in 
the country. The last paragraph is especially disturbing. 

I am writing to request that your office furnish me daily, or as often as issued, 
a list of areas which are certified to the new committee and full information 
as to any instructions that go to the procurement agencies in line with the last 
paragraph of the Labor Department’s release mentioned above. 

As you probably know, the textile and furniture and garment industries 
which have become decentralized over a long period of years are experiencing 
distress wherever they are located. While spokesmen for the New England 
textile area continue to issue statements that their plight is due to the competi- 
tion from southern mills, the southern mills in question are generally running 
on short time and experiencing a definite depression as of this moment. 

The further proposal of the Department of Labor to raise the minimum 

- wages of the cotton and rayon and woolen industry under the Walsh-Healey 
Act has greatly disturbed industry because of the fact that such action would 
be extremely inflationary and is a device to raise all wages through the mechanics 
of the Walsh-Healey Act, which was enacted before the National Fair Labor 
Standards Act. Your office surely must be definitely concerned over this pro- 
posal as such a rise in the minimum wages by such a devise will mean a rise all 
along the line in the industries affected, and other industries in the same areas 
throughout the country would normally have to meet this substantial increace— 
namely, from S87 cents per hour in the cotton and rayon industry to $1.03% 
an hour, and the present minimum of $1.05% an hour in the woolen-worsted 
industry to a minimum of $1.26% an hour. These proposed minimums are, I 
am told, the minimums agreed upon in the settlement between the unions and 
the mills in the New England textile strike of 1951. There is certainly a point 
where such a substantial raise in wages by edict would make the cost of goods 
prohibitive both to Government and to the regular civilian trade and create 
further areas of unemployment over and above those created if the historical 
distress areas were favored with negotiated contracts from the procurement 
agencies of the Government. 

I am sure, Mr. Wilson, that you are as much concerned as any one over the pos- 
sibilities of the misuse of the powers given in your order, and the information 
which I have requested will allow me and the Members of Congress to keep 
abreast of the situation at all times, 

With assurance of high esteem, I am 

Very truly yours, 
R. L. Dovucuron. 


STATEMENT OF WILLIAM JENNINGS BRYAN Dorn, A REPRESENTATIVE IN CONGRESS 
From THE STATE oF SourwH CAROLINA 


Mr. Chairman and gentlemen of the committee, my I digress for a moment to 
compliment you gentlemen on the distinguished service you are rendering the 
American people. This committee has always performed a remarkable task 
in looking out for the interest of the American people. I congratulate you on 
your good work. 

Mr. Chairman and gentlemen, my constituents are very much alarmed by this 
defense order No. 4. The district it is my honor to represent is one of the 
greatest textile areas of the world. Practically every plant in this district is 
at the present time running on part time or under a curtailment pregram. This 
has resulted in unemployment and part-time wages for their employees. The 
warehouses of these plants are full of finished good, with little hope of finding 
an adequate market in the immediate future. The textile industry throughout 
the entire South is suffering from deflation. Textile goods are selling below the 
OPs ceiling. This industry shows the severest drop in earnings of any American 
industry. 

I know this committee will exert every influence to promote a fair consider- 
ation of the textile problems of the South along with the textile problems of 
other sections. This industry must be considered as a whole. I am not in favor 
of any policy which will favor one section of the country to the detriment of 
another section. I hope no step will be taken which will further deflate the 
textile industry in the South or anywhere else. From my personal knowledge 
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of the textile industry, I recommend to this committee and to the Office of 
Defense Mobilization that all controls be taken off textiles. While textile goods 
are selling at such a point below the OPS ceiling, it is an unnecessary hardship 
that they be required to continue under such ceilings. This industry would be 
greatly relieved just by not having to fill out the many forms and regulations 
necessary under this useless ceiling. 

Gentlemen, I appreciate this opportunity to present this statement, and I 
know you all will work for the best interest of the entire country. 





